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CHAPTER 1: THE FISCAL PROJECTIONS ON A 
NATIONAL ACCOUNTS BASIS 


INTRODUCTION 


There are three basic measures of the federal fiscal position in Canada — the public 
accounts deficit, financial requirements, and the national accounts deficit. This 
report explains the differences between the three measures and presents a 
reconciliation between the fiscal projections presented in the February 1992 budget 
on a public accounts basis and fiscal projections presented in this chapter on a 
national accounts basis. 


Differences in the measures arise because the accounting frameworks are designed 
for different purposes. The purpose of the public accounts is to record revenues, 
expenditures, assets and liabilities in order to permit parliamentary control of 
public funds into and out of the Consolidated Revenue Fund. The difference 
between annual budgetary revenues and expenditures is the budgetary deficit or 
surplus for the year, and the accumulation of the annual deficits (and surpluses) 
since Confederation is the net public debt. 


Financial requirements (excluding foreign exchange transactions) correspond to the 
public accounts deficit plus non-budgetary transactions such as loans and advances, 
specified purpose accounts and certain other financial transactions. The main 
difference between the public accounts and financial requirements stems from the 
non-budgetary transactions of the government employees’ superannuation 
accounts. Financial requirements measure the net financial impact on all budgetary 
and non-budgetary operations. This measure is the closest counterpart in Canada to 
the deficit measures most commonly used in both the United States and United 
Kingdom. It approximates the net direct impact of the federal government’s 
borrowing activities on the capital markets. 


By comparison, the primary objective of the national accounts is to measure 
economic production and national income. Thus the government sector is treated 
on the same basis as other sectors of the economy, such as the personal, business 
and foreign sectors. The objective of measuring economic activity means that 
certain transactions are recorded on an accrual basis in order to measure when 
revenues and expenditures are incurred. International comparisons of government 
budget balances by organizations, such as the United Nations, the Organization of 
Economic Co-operation and Development, and the International Monetary Fund, 
are typically based on the national accounts framework. The national accounts also 
provide a consistent framework for aggregation and comparisons of the fiscal 
positions of the various levels of government in Canada. 


While the three measures are derived with different purposes in mind, each 
provides important complementary perspectives on the government's fiscal 
position. Although the levels are different, the trends are broadly similar as shown 
in Chart 1.1. Financial requirements and the national accounts deficit are 
considerably lower than the public accounts budgetary deficit, reflecting the 
inclusion of the net surplus of the federal government’s employees’ pension funds. 
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RECONCILIATION OF THE PUBLIC AND NATIONAL ACCOUNTS DEFICITS 


Table 1.1 sets out the federal government’s revenues, expenditures and deficit on a 
national accounts basis. The national accounts deficit is estimated to be lower than 
the public accounts deficit by $4.1 billion in 1991-92, by $6.7 billion in 1992-93, 
and by $7.7 billion in 1993-94. Financial requirements (excluding foreign exchange 
requirements) are estimated to be lower than the public accounts deficit by 

$3.9 billion in 1991-92, by $7.8 billion in 1992-93, and by $9.2 billion in 1993-94. 


Table 4. 1. | 
- Government of Canada revenues and 1 expenditures 
(national accounts basis) 
1590-01. 1991-92 === 1992-93 1993-94 
(millions of dollars) 


Revenues _ 


_ Direct taxes —r—e  . — oo 
*persons oe 74706. 78,660... ~85.995 92,965 
* corporations — 10355 . 9,585 10,165 — 12,430 
‘nonresidents = BL CCi“‘C# 205« 1,280 1,645. 
Indirect taxes 26,960 = 32,525 33,610 35,650 
Other current transfers from persons SR CCl 2 30 35 
Investment income 12457 12825. 43,145 13,405 
- Currentrevenues 8 e61cl 134,830 . 144,225 156,130 
Capital consumption allowances - 8 1682 775 : 1,835 1,915 
Total revenues 8 127,803. 136,605 © 146,060 158,045 
Expenditures - 
Current goods and services __ | . . : 
* capital consumption allowances 268 s—<“(i i‘ HS (1,835 1,915 
* defence  —-¢ Ch 12,055 12,430 
*non-defence  —s-  ~=—sB Ate CtiC*éCONé#CiCG iS _ 17,590 18,285 
Transferpaymentstopersons = ==—=—~—«43,760 » 61,280. = =54690 | 58,175 
Transfers to other levels of government 26/05 28,000 27,700 28,220 
Current transfers to non-residents 2,324 — © 2.835 2,825 2,855 
Transfer payments to business : — 
Subsidies oo 5,491 6.3/5 - 5,830 5,205 
Capital assistance 1,375 4,370 2,160 Bets 
Public debt interest 41,932 41,120 39,820 41,060 
Current expenditures 151,645 161,465 164,505 170,420 
Gross capital formation 2,097 2,405 2,375 2,430 
Total expenditures 154,042 163,870 166,880 172,850 
Current balance -25,524 -26,635 -20,280 -14,290 
Total deficit -26,239 -27,265 -20,820 -14,805 


For reference: 
Public accounts deficit -30,618 -31,400 -27,500 -22,500 


Financial requirements 
(excluding foreign exchange) -24,538 -27,500 -19,700 -13,300 
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Table 1.2 shows the key reconciliation factors between the deficit on a public 
accounts basis and the national accounts. The difference is largely accounted for 
by the superannuation accounts, which are included in the national accounts 
deficit and financial requirements but excluded from the public accounts deficit. 
Other major conceptual differences relate to cash versus accrual accounting and 
other factors. 


Table 1 2 | | 2 _ _  . 
Reconciliation of deficit between the publi accounts and national accounts 


1990-91 1991-92 1992-93 7 1993-9 ae 


: “(lis of doll 


_ Public accounts deficit 
Factors affecting the deficit 
_ Superannuation accounts’ © : 
_ Excess of accruals over  - 
_collections® | 
Miscellaneous” 


Net adjustments _ 


National accounts deficit 


' The adjustment: for the superannuation accounts represents the excess of government pension 
receipts (Table 1 2 over employee persion Payncits (lable 1. 4). . 


‘ This adjustment primarily reflects the excess of accruals over elections for the corporate & income 
tax, the GST as well as the different treatment in the two eccounting systems of Le acceleration oo _ 
personal, corporate and sales and excise tax remittances. oe 


3 These miscellaneous items reflect write-offs; the puronace and sale of evetne capital « ascets 
imputed banking services; and an adjustment for the different treatment o expenditures ji in the 
supplementary oe in ne two ore oye Ck 


(a) Government superannuation accounts 
Most of the difference between the public accounts deficit and the national 
accounts deficit is explained by the different treatment of the government 
superannuation accounts. Government employee pension benefits are financed 
through employer and employee contributions and interest generated on surplus 
funds. In the national accounts, employer and employee contributions to the 
superannuation accounts and the accrued interest on surplus funds are included 
as part of government revenues. Benefit payments, accrued interest, and the 
government’s contribution as an employer are part of government expenditures 


In the public accounts, budgetary revenues are unaffected by superannuation 
transactions, while budgetary expenditures include only the government’s 
contribution as an employer and interest paid on surplus funds (included in interest 
on the public debt). The adjustment for the superannuation accounts represents the 
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excess of government pension receipts over employee pension payments. This 
amounts to $7.4 billion in 1991-92, $7.7 billion in 1992-93, and $8.3 billion in 
1993-94. 


(b) Excess of accruals over collections 
Tax revenues in the public accounts are recorded on a collections or cash basis, 
while non-tax revenues are recorded on an accrual basis. The national accounts 
primarily use the accrual method of accounting with the result that revenues are 
recorded when funds are earned. Expenditures in both the public and national 
accounts are largely recorded on an accrual basis. 


(c) Other factors 
A number of other factors arise as a result of conceptual differences between the 
public accounts and the national accounts. Among these are public accounts 
transactions excluded from the national accounts, such as the purchase and sale of 
capital assets, allowances for valuation and write-offs. It also includes adjustments 
to reflect differences in the treatment of goods purchased and services rendered 
prior to March 31, but for which no payment has yet been made. In the public 
accounts, these payments are recorded in the end-of-year period (supplementary 
period), while in the national accounts, such payments are allocated to either the 
first or second quarters of the calendar year, and therefore are spread out over two 
fiscal years. 


RECONCILIATION FACTORS AFFECTING REVENUE AND EXPENDITURE 

LEVELS BETWEEN PUBLIC ACCOUNTS AND NATIONAL ACCOUNTS 
Although the different accounting conventions affect both the revenues and 
expenditures, the impact is somewhat greater on revenues. For example, in 1991-92 
expenditures will be $8.4 billion higher according to the national accounts, while 
revenues are expected to be $12.5 billion higher. Tables 1.2 and 1.3 present detailed 
reconciliations of public accounts budgetary revenues and expenditures with their 
national accounts counterparts. 


Some of the methodological differences between the public and national accounts 
affect the level of revenues and expenditures, but not the deficit. These factors 
relate to capital consumption allowances and the net versus gross accounting of 
various transactions. Other adjustments relate more to timing considerations 
rather than conceptual differences between the two systems of accounts. 


(a) Capital consumption allowances 
The purchase of capital assets in the public accounts, such as expenditures on 
buildings and machinery and equipment, is recorded as a budgetary expenditure in 
the year of acquisition. The national accounts recognize that a contribution is 
made by these assets well beyond the year they are purchased or constructed. The 
national accounts include an allowance for the portion of these goods consumed 
during the year based on replacement costs. 
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Table 1.3 
Government of Canada revenues - — 
public accounts ald national accounts reconciliation. 


4990-91 —«xmi991-92- 1992-93 ~—=—«- 1993-94 


of dollars) 


Budgetary revenue— 
public accounts 
Adjustments _ 
Deficits of government 
_businessenterprises) it~ 
Excess ofaccrualsover ——=«™S 
collections® 
_ Government pension receipt 
Capital consumption allowances 
Non-taxrevenue® —™ 
_Miscellaneous® tw” 


_ Net adjustments —=—seBN 84 
Total revenue — national accounts  _. 
" In the public accounts deficits of government business entreprises are a charge to bud getary 


expenditures, whereas | in the national accounts, these deficits are deducted from Forte’ P 
of other government business enlenrees - 


This adjustment primarily reflects the co of acc 
tax, the GST, a non- een income tax, and ie federal sales eo 


which are not included | in the public accounts. 


* Various items of non- tax revenue, such as service e fees and proceeds from he sale of current 
_ goods, which are reported as. revenue in the mle BCCOUMS, are Aetted to oo in 
the national accounts. _ 


° Major items include adjustments t for proceeds fon the sale of used capital assets, the air 
transportation tax, imputed items, the different treatment of revenue in the supplementary o 
accounting period in the two accounting systems, the GST low-income credit, the ianctond credit 
to small businesses, the income tax. on insurance Costs Propose ce tax benefit. 


(b) Net versus gross recording 
A number of budgetary transactions recorded on a net basis in the public accounts 
are recorded separately as revenues and expenditures in the national accounts and 
vice-versa. This type of adjustment affects primarily three elements. First, in the 
public accounts the payments to cover the operating deficits of government 
business enterprises are recorded as budgetary expenditures and the remitted profits 
are recorded as budgetary revenues. In the national accounts, deficit payments are 
netted against the remitted profits of government business enterprises. Second, 
some non-tax revenue items, such as service charges and earnings from the sale of 
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Adjustments 


Table 1.4 : i 
Government of Canada prpondiiures - . 
pupil erceunls and national accounts reconciliation 


1992-93 —=—- 1993-94 


“Tiallions 6 of dollars) 


public accounts - 159,600 —_— 161,300 
Deficits of government 

_ business enterprises’ 

Government employee pensions 


7 = 
3.665 


Capital consumption allowances et _ —~-4,915 
- Miscellaneous" 220 ### ies 
Net adjustments. 7280 11,550 
_ Total expenditure —_  i48. 
national accounts _ A 93,870 - 172,850 


- expense whereas in ) 
of other # government b 


nployee pensions are treated as non- budgetary | transactions 
these transactions are included : as eo eoronaen oe 


: This so adicinen - lects the fa 
which are not included i in the pi 


4 These miscellaneous items reflect volaton reserves and write- offs: net expenditures of funds and 
agencies; the proposed child tax benefit; the transitional small business GST credit; the GST. 
housing rebate; the low-income GST credit; the purchase of existing capital assets; imputed banking 
services; and an adjustment for the different treatment of Toe’ in oy ee on 
in the two accounting system a : 


goods, are recorded as revenues in the public accounts but deducted from 
expenditures in the national accounts. Third, certain tax credits and rebates, 
including the proposed child tax benefit, the small business transitional GST credit, 
the GST housing rebate, and low-income GST credit, are netted against revenues in 
the public accounts. In the national accounts, these credits and rebates are grossed- 
up to both revenues and expenditures. 


(c) Timing adjustments 
In the public accounts the recording of the costs of goods and services provided to 
the government prior to the end of March but for which actual payment has yet 
been made are recorded in the end-of-year accounting period known as the 
“supplementary period”. In the national accounts, such commitments are spread 
over the first and second quarters of the calendar year. 
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RECONCILIATION OF FINANCIAL REQUIREMENTS AND 
THE PUBLIC ACCOUNTS 


Table 1.5 presents the reconciliation of the financial requirements with the public 
accounts deficit as it appears in the summary statement of transactions. The 
difference between the public accounts deficit and financial requirements is equal 
to the net position on non-budgetary transactions. Non-budgetary transactions are 
expected to provide a growing source of funds which contribute to the financial 
requirements measure of the deficit moving into a surplus position by 1995-96. The 
principal source of growth is the balance in the specified purpose accounts — more 
specifically the pension accounts. 


CHAPTER 2: FISCAL SENSITIVITY ANALYSIS 


Changes in economic developments can have significant implications for the 
government’s fiscal position. One way to assess the impact of changes in key 
economic variables on the government’s fiscal position is to use sensitivity 
analyses to obtain rule-of-thumb estimates of the fiscal impacts. Such estimates 
approximate how the government’s fiscal position would change in response to a 
change in the economic outlook. They do not, however, represent alternative 
forecasts of the government's fiscal position as such analyses do not attempt to 
incorporate changes to other economic variables which would likely occur. As a 
result, the sensitivity analyses results must be considered “partial” in nature. They 
are only intended to capture the direct fiscal impacts of one key economic variable 
at a time. For example, in the real output shock, there is no feed-through of the 
change in real output to other economic variables, such as interest rates, 
unemployment, and prices. 


Estimates of the sensitivity of the main fiscal aggregates to changed assumptions 
are presented for changes in the level of real output and interest rates. 
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e A 1-per-cent increase in the level of real output leads to higher tax bases and 
therefore higher revenues. Expenditures are lower, primarily due to lower 
interest costs resulting from the decline in the stock of debt. As a result, the 
deficit is lowered by $1.4 billion in the first year, rising to about $2.0 billion after 
four years. 


e A sustained 100-basis-point decline in all interest rates causes the deficit to 
decline by about $1.6 billion in the first year. As longer-term issues mature, the 
impact on the deficit increases over time, such that by year four, the deficit is 
about $3.1 billion lower. 


anges to fiscal position’  —_—- 


(3 ~—s« Year 4 


anges to fiscal position — 
Year 4 


Year2 _—s-Year3 


- (billions of dollars) 


04 #364 05 
2.9 32 3.6 
25 2.8 
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CHAPTER 3: TOTAL GOVERNMENT SECTOR BUDGET 
BALANCES AND NET DEBT 


INTRODUCTION AND SUMMARY 
The recession has put substantial upward pressure on the fiscal position of all 
levels of government. The total government sector deficit in 1991 amounted to 
$37.6 billion, up $12.2 billion from 1990, with two-thirds of the increase due to 
higher deficits in the provincial-local-hospital (PLH) sector. As a percentage of the 
gross domestic product (GDP), the total government sector deficit was 5.5 per cent 
in 1991, only 1.4 percentage points lower than the peak of 6.9 per cent recorded in 
1983. Virtually all of this decline in the deficit-to-GDP ratio occurred at the federal 
government level, as the PLH sector deficit-to-GDP ratio in 1991 is relatively 
unchanged from 1983. Thereafter, as a result of the expected improvement in the 
economic activity and the fiscal consolidation efforts expected in most 
jurisdictions, the total government budget balance should improve significantly. 
The total government sector deficit is expected to improve by about $5 billion in 
1992 and turn to a $10.2-billion surplus in 1997. Both the federal and the PLH 
sectors contribute to this improvement. 


This paper reviews recent developments and prospects for the total government 
sector in Canada. The analysis is based on calendar year national accounts data in 
order to ensure a consistent treatment across jurisdictions and, thereby, facilitating 
inter-governmental sector comparisons. The total government sector includes the 
federal government, provincial and local administrations including hospitals (PLH), 
and the Canada and Québec Pension Plans (C/QPP). The fiscal projections 
presented in this text are consistent with the economic and fiscal forecast reported 
in the February 1992 budget. 


The first part of this paper presents an evolution of the government sector budget 
balances and net debt over the historical and forecast periods. Trends in revenues 
and expenditures are then examined by isolating the main factors that have affected 
the evolution of these components. Finally, using respective jurisdictions’ public 
accounts data for 1991-92, the federal and provincial government interest costs on 
public debt are compared. 


DEFICITS AND DEBT 


Following a period of virtual fiscal balance, a structural split between total 
government revenues and expenditures developed in the mid-1970s (Chart 3.1). 
With the 1981-1982 recession, this imbalance between total government revenues 
and expenditures widened even more to reach $32.5 billion in 1985 or 6.8 per cent 
of GDP. From 1985 to 1988, as a result of strong economic growth and the fiscal 
consolidation effort pursued in many jurisdictions, the total government deficit 
declined to $15.7 billion and the deficit-to-GDP ratio fell by over 4 percentage 
points to 2.6 per cent. Over this period, the primary balance — the budget balance 
excluding net debt charges — improved from a deficit of $13.2 billion to a surplus of 
$10.8 billion. This improvement, however, was largely offset by the increase in 
public debt charges. 
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Since 1989, sluggish economic activity and the impact of high interest rates 
resulted in a sharp deterioration in governments’ finances. From a deficit of 

$15.7 billion in 1988, its lowest level since the 1981-1982 recession, the total 
government sector deficit increased to reach $37.6 billion in 1991, or 5.5 per cent of 
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GDP. In 1989, the fiscal deterioration resulted mainly from the impact of higher 
interest rates on public debt charges as the primary balance continued to improve. 
In 1990 and 1991, the determinant factor was the adverse impact of the economic 
recession on governments’ revenues and expenditures — indeed, declining interest 
rates, particularly in 1991, contributed to ease the pressures on the deficit. 


The downward trend in the total government sector deficit is expected to resume 
in 1992; the total government sector deficit is projected to decline to $32.9 billion 
or 4.6 per cent of GDP. The decline will come entirely from an improvement in the 
primary balance, as public debt charges, reflecting the increase in debt outstanding 
between 1991 and 1992, are expected to increase. With continued improvement in 
the economy and ongoing fiscal consolidation, the total government sector deficit 
is expected to decline rapidly and to turn to a surplus by 1996. Again, improvement 
in the primary balance is the key factor underlying this improvement. 


Mirroring the evolution of the deficit, the total government sector net debt-to-GDP 
ratio increased 5.0 percentage points to 48.3 per cent in 1991 (Chart 3.2). The ratio 
is projected to peak at 50.6 per cent in 1992 before declining steadily over the 
medium term. By 1997, the debt ratio is projected to stand at about 40 per cent. 


The evolution of the total government sector deficit and debt to 1990 has largely 
been determined by developments at the federal level. Until recently, PLH deficits 
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were, on average, of the same magnitude as the surpluses of the C/QPP sector and, 
consequently, movements in total and federal sector balances were quite similar. 


There was a pronounced upward trend in the federal deficit relative to GDP 
between 1974 and 1984, in particular during the 1981-1982 recession and in the 
following few years. From a surplus of 0.8 per cent of GDP in 1974, the federal 
deficit peaked at 6.8 per cent in 1984. The deficit-to-GDP ratio fell to 3.2 per cent in 
1988, reflecting the impact of fiscal actions introduced since 1984, coupled with 
strong economic growth. However, the increase in interest rates in 1989 and the 
slowdown in economic activity in 1990 and 1991 caused the ratio to increase to 
4.4 per cent in 1991. With the expected improvement in economic growth, along 
with the fiscal restraint measures introduced in the February 1992 and previous 
budgets, the federal deficit is expected to decline to 2.9 per cent of GDP in 1992. 
This downward trend will continue in the medium term and the federal deficit is 
projected to be eliminated by 1995. Growing primary surpluses are projected 
throughout the forecast period (Chart 3.3). 


Reflecting the rapid accumulation of deficits during the 1981-1982 recession, the 
federal debt-to-GDP ratio reached 35.5 per cent by 1985. Sustained declines in the 
deficit, reflecting improvements in the primary balance in the following years, 
resulted in a slower rate of growth of net debt to 1988. Since then, the impact of 
higher interest rates and the effects of the 1990-1991 recession have exerted upward 
pressure on the debt ratio. By 1991, the ratio stood at 46.5 per cent. The debt-to- 
GDP ratio is expected to peak in 1992, and thereafter, reflecting the impact of 
restraint measures and continued economic growth, the debt-to-GDP ratio is 
expected to be put on a firm downward track, declining to under 35 per cent 

in 1997. 


PLH sector deficits have typically been much smaller than those at the federal level 
and fluctuations have not been as pronounced. Furthermore, the fiscal evolution of 
the PLH sector is largely determined by developments in the provincial 
government sector. In the past, deteriorations in the PLH fiscal balance have 
usually not been as protracted as at the federal level. Provinces have tended to 
respond quickly to fiscal deterioration by implementing discretionary actions. 
While the PLH deficit rose sharply as a result of the 1981-1982 recession, by 1984 it 
had been reduced appreciably. The PLH deficit rose again in 1985 and 1986, largely 
reflecting the impact of the declines in energy and grain prices on the fiscal position 
of the western provinces. Most provinces introduced corrective fiscal actions and 
by 1988 the PLH sector was in a surplus position. 


The PLH fiscal balance began to deteriorate after 1988. In 1991, reflecting the 
economic recession and discretionary measures introduced by some provinces, the 
PLH sector deficit increased $7.4 billion to $9.4 billion or 1.4 per cent of GDP. In 
1992, the PLH deficit is expected to increase to $12.8 billion or 1.8 per cent of GDP. 
With the rebound in economic activity and the assumed implementation of fiscal 
restraint measures, the PLH deficit is expected to decline steadily and be 
eliminated by 1997. 
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The PLH sector net debt rose rapidly from 1982 to 1986. With the sharp drop in the 
sector’s deficit in the following years, there was also a slowdown in debt growth. 
After reaching 9.3 per cent of GDP in 1987, the PLH sector net debt ratio declined 
to 7.7 per cent of GDP in 1988. Reflecting increased deficits, the PLH net debt ratio 
increased to stand at 10.2 per cent in 1991. The ratio is projected to peak at 12.2 per 
cent of GDP in 1994. Thereafter, it is expected to decline steadily and to stand at 
10.9 per cent of GDP in 1997. 


196i «=6i966—Ci197tsCs1976——“Ci188iSs«s1986~SC1991 1907 


Negative values indicate a surplus 
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The C/QPP sector, the remaining component of the government sector, has 
recorded surpluses since its creation in 1966. In the first half of the 1980s, however, 
on account of benefits growing faster than contributions, surpluses trended 
downward. In the second half of the 1980s, following increased contribution rates, 
the surplus-to-GDP ratio has stabilized at around 0.3 per cent of GDP. The 
downward trend resumed in 1991 and by 1997, the surplus will be only 0.1 per cent 
of GDP. 


EXPENDITURE DEVELOPMENTS 
The total government sector expenditure-to-GDP ratio has increased substantially 
since the early 1960s (Chart 3.4). This increase was most noticeable in the latter 
part of the 1960s and in the first half of the 1970s, a period characterized by rising 
inflation, rapidly growing spending on health and education and by enrichments to 
the social security system. From about 30 per cent in the mid-1960s, the 
expenditure-to-GDP ratio rose to 40 per cent in 1975. It remained relatively stable 
during the second half of the 1970s but then rose sharply in the early 1980s, 
reaching almost 47 per cent in 1983. This was largely accounted for by substantial 
recession-induced increases in social assistance and unemployment insurance 
benefits and by higher debt charges. Relative to GDP, total government sector 
expenditures have declined since the peak established in the aftermath of the 
1981-1982 recession, due largely to developments at the federal level. In 1988, the 
total government sector expenditures-to-GDP ratio was at roughly 44 per cent. 


However, higher debt charges, especially in 1989 and 1990 reflecting increases in 
interest rates, coupled with the impact of the 1990-1991 recession on the 
cyclically-sensitive components of program spending resulted in an increase in the 
expenditure-to-GDP ratio. By 1991, this ratio stood at 49.4 per cent. The impact of 
the recession on expenditure growth in 1991 was most pronounced on transfers to 
persons — unemployment insurance and social assistance programs — which 
increased by about 15 per cent in 1991 compared to 10 per cent in 1990. However, 
this was in part offset by slower growth in spending on goods and services, the 
largest single component of government spending, which rose 5.1 per cent in 1991, 
down from 7.9 per cent the year before. This slower progression reflects largely the 
introduction of specific measures to limit the growth of wage settlements 
implemented in almost all jurisdictions. In addition, debt charges increased by only 
3 1/2 per cent in 1991 reflecting the decline in interest rates throughout late 1990 
and 1991. 


Thereafter, with the expected improvement in economic activity and the fiscal 
actions to constrain the growth in spending, the total government sector 
expenditure ratio is projected to decline steadily, falling to just over 42 per cent 
in 1997 — its lowest level since 1981. 


The increase in the expenditure-to-GDP ratio over the entire 1961 to 1991 period 
was largely accounted for by developments in the PLH sector. Over that period, the 
PLH expenditure-to-GDP ratio increased by 12.2 percentage points, nearly than 
twice the increase recorded at the federal level. This underlines the contribution of 
different factors in explaining the growth in federal and PLH expenditures. Program 
expenditures accounts for most of the increase in the PLH sector (Chart 3.5). Since 
1961, PLH program spending, relative to GDP, has increased 9.8 percentage points 
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to 23.8 per cent in 1991. At the federal level, program spending, relative to GDP, 
declined from 15.7 per cent in 1961 to 13.1 per cent in 1965. Thereafter, it increased 
to a peak of 19.3 per cent in 1984, before falling to 15.8 per cent in 1989. The 
impact of the 1990-1991 recession has caused the ratio to increased to 17.8 per cent 
in 1991. In contrast, debt charges have taken up an increasing share of total federal 
spending. Between 1961 and 1991, federal debt charges have increased 
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Chart 3.5 © | 
Composition of expenditures, 1961-1997 
(National accounts basis — per cent of GDP) 
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4.3 percentage points to 6.2 per cent of GDP, while they have increased only 
2.4 points to 3.4 per cent at the PLH level. 


The federal-PLH differential in spending growth is even more pronounced when 
cash transfers to provinces are excluded from federal program spending. Indeed, the 
federal direct program expenditure-to-GDP ratio has remained fairly stable over the 
last 31 years: it was 13.8 per cent in 1991, about one percentage point higher than 
in 1961. 
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REVENUE TRENDS 
The total government sector revenue-to-GDP ratio has increased in the last 
31 years, although the increase was less pronounced than that of the expenditure 
ratio and it occurred earlier (Chart 3.6). The ratio rose from below 28 per cent in 
1961 to 37 1/2 per cent in 1975 and to 40.4 per cent in 1982. Since then, it has 
increased by an additional 3 1/2 percentage points to reach 43.9 per cent in 1991. 


Both the federal and PLH revenue ratios were at comparable levels in the mid- 
1960s. Since then, however, PLH revenues have grown more quickly, thereby 
taking an increasing share of total revenues. Indeed, since the mid-1960s, 
approximately 75 per cent of the rise in total government sector revenue-to-GDP 
ratio is attributable to the increase in the PLH revenue ratio. This increase reflects, 
in part, the transfer of tax points from the federal to the provincial governments, 
the enrichment of federal transfers, the growth of provincial personal income taxes 
and health insurance premiums. 


Up to the mid-1970s, federal revenues increased modestly as a percentage of GDP — 
from about 17 per cent in 1961 to 19.7 per cent in 1974. The revenue yield declined 
to below its 1961 level by 1979 due to: the indexation of the personal income tax 
system; the transfer of additional tax points to the provinces under the new 
arrangements for Established Programs Financing; and the introduction of a 
number of selective tax preferences and tax rate reductions. However, since then, 
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the ratio has increased and in 1991 stood at 19.6 per cent of GDP, back to where it 
was in 1974. 


The PLH revenue ratio has shown minor cyclical fluctuations around an upward 
trend over the last 31 years. From less than 14 per cent of GDP in 1961, the ratio 
rose to 25.9 per cent in 1991. 


The federal revenue-to-GDP ratio is projected to remain relatively stable over the 
forecast period, due to the reductions in taxes and the introduction of the Child 
Tax Benefit, as announced in the February 1992 budget. In the case of the PLH 
sector, after reaching a peak of 25.9 per cent in 1991, the revenue-to-GDP ratio is 
expected to decline slightly in the medium term. As a result, the total government 
revenue-to-GDP ratio is expected to remain fairly stable until 1995 at around 

44 per cent and to decline steadily thereafter. 


COMPARATIVE FEDERAL-PROVINCIAL DEBT CHARGES 
On a national accounts basis and relative to GDP, the PLH net debt in 1991-92 
was only one-fifth as large as federal debt. This difference in indebtedness is 
reflected in lower interest costs at the provincial level (Chart 3.7). Whereas 
33 1/2 cents of every federal revenue dollar go to service the public debt, the 
corresponding provincial figure is about 11 1/2 cents. While debt servicing costs 
vary greatly across provinces, the federal debt interest to revenue ratio is well 
above that of all provinces. 
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Chart 3.7 | 
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CHAPTER 4: INTERNATIONAL FISCAL COMPARISONS 


INTRODUCTION AND SUMMARY 


International comparisons of fiscal positions using individual country budget data 
can be somewhat misleading, as countries do not follow the same accounting 
conventions. Comparisons are most easily made using national accounts data, as 
most nations have adopted standard accounting conventions. Furthermore, such 
fiscal comparisons are most easily made at the total government level since fiscal 
responsibilities are shared differently among levels of government in each country. 
Nevertheless, the analysis of fiscal developments at the central government level 
is also important given that: central governments have primary responsibility for 
stabilization policy; only central governments are able to monetize deficits; and, 
developments at the total government level often tend to reflect movements in 
central government balances. 


This section focuses on Canada’s fiscal situation in relation to that of the other 
G-7 countries. 


e Since 1982, the Canadian deficit-to-GDP ratio, on a national accounts basis, for 
both total government and central government, was the highest among all G-7 
countries with the exception of Italy. However, from peak to trough, the deficit 
declined more rapidly in Canada than in any other G-7 country, with the 
exception of the United Kingdom and Japan. 


e Fiscal consolidation in all G-7 countries was interrupted in 1990 and 1991, 
resulting from a slowdown in economic growth and, in the case of Germany, 
the reunification of East and West Germany. 


e Although the deficit-to-GDP ratio improved significantly between 1984 and 
1989, the net debt-to-GDP ratio in Canada continued to increase while 
remaining stable on average in the G-7 countries. 


INTERNATIONAL TRENDS IN BUDGET BALANCES 
Among the G-7 countries, Canada has shown considerable progress in reducing its 
deficit from the peak in the early 1980s to the trough in the late 1980s. In 1983, 
Canada’s total government deficit was 6.9 per cent of GDP, 2.5 percentage points 
higher than the G-7 average (Chart 4.1 and Table XXIII). Between 1983 and 1989, 
the total government deficit in Canada declined by 3.8 percentage points of GDP 
while the G-7 average declined by 3.2 percentage points. Consequently, the gap 
between the size of the total government deficit in Canada and the G-7 average 
narrowed to 1.9 percentage points of GDP/GNP. In 1990 and 1991, reflecting the 
recession in North America, the impact of German unification, and sluggish 
economic activity elsewhere, the total government deficit ratio increased in the 
G-7 countries. 


Canada’s relative progress in deficit reduction is even more pronounced at the 
central government level (Chart 4.2). In 1984, the central government deficit in 
Canada was 6.8 per cent of GDP, 2.3 percentage points of GDP higher than the 
G-7 central government average. By 1989, the central government deficit in 
Canada had declined to 3.5 per cent of GDP, only 1.1 percentage points of 


22 QUARTERLY ECONOMIC REVIEW: SPECIAL REPORT 


Chart 4. 1 
__ International comparisons of : . 
_ Total government budget deficits 1983 to 0 1993 
(National accounts Basle) 


per cent of GDP 


GDP/GNP higher than the G-7 average. Higher than expected interest rates and the 
recession affecting North American economies contributed to increase the 
Canadian deficit ratio in both 1990 and 1991. 


INTERNATIONAL COMPARISON OF REVENUES AND EXPENDITURES 
Table XXIV presents total government revenues and expenditures for the G-7 
countries. Since the recession in the early 1980s to the 1990-1991 recession, total 
government revenue developments in Canada closely mirrored those for the G-7 
countries on average. In contrast, the decline in total government expenditures was 
much more pronounced in Canada that for the G-7 countries as a whole. This 
explains the relatively better deficit-to-GDP performance in Canada over this time 
period. However, the 1990-1991 recession has had a more pronounced effect on 
expenditures in Canada than in the other G-7 countries. Part of the higher 
expenditure-to-GDP in Canada in 1991 resulted from the classifying of the low- 
income GST credit to expenditures, whereas previously the sales tax credit had 
been netted against revenues. 
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A lack of data precludes central government comparisons of the contributions of 
revenues and expenditures to improvements in deficits between Canada and the 
G-7 countries after 1989. Comparisons can be made, however, between Canada 
and the United States (Table XXV). In both Canada and the United States, central 
government revenues increased by 1.0 percentage point of GDP/GNP between 
1984 and 1989. Over the same period, central government expenditures declined 
2.5 percentage points of GDP in Canada but only 1.0 percentage point of GNP in 
the United States. Between 1989 and 1991, the expenditure ratio in Canada 
increases more than in the United States, in part related to the payment of the low- 
income GST credit. 


At the total government level, both the revenue-to-GDP ratio and the expenditure- 
to-GDP ratio in Canada exceeds those in the United States. At the central 
government level, however, both the revenue and expenditure ratios in Canada 
are lower. 
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INTERNATIONAL COMPARISONS OF PRIMARY BALANCES AND NET DEBT 
In all G-7 countries, with the exception of Italy, at the total government level, 
primary deficits — the budget balance excluding net debt service charges — in the 
early 1980s turned to primary surpluses in the mid to late 1980s (Table XXVI). In 
Canada, the total government primary balance improved 4.7 percentage points of 
GDP between 1984 and 1989. This is the largest improvement among the G-7 
countries with the G-7 average improving 2.4 percentage points of GDP/GNP. 
Between 1989 and 1991, total government primary budget balances of both Canada 
and the G-7 countries have deteriorated. At the central government level, the 
primary balances in Canada and the United States have improved from deficits in 
1984 to surpluses of 1.2 and 0.9 per cent of GDP/GNP in 1989, respectively. From 
1989 to 1991, the primary surpluses of both countries deteriorated. 


With the except of Italy, net interest payments in Canada, at both the total and 
central government levels, comprise a larger share of GDP than in the other 
G-7 countries (Table XXVII). 


The G-7 average total government debt-to-GDP ratio peaked in 1986 at 

32.9 per cent of GDP/GNP and by 1989 had declined to 31.5 (Table XVII). 
However, the impacts of the 1990-1991 recession and German reunification 
resulted in an increase in the ratio in both 1990 and 1991. Despite the dramatic 
improvement in the primary balance in Canada, significant increases in debt 
servicing costs have resulted in the net debt-to-GDP ratios, at both the total and 
central government levels, to continue to increase over the period under review. 
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CHAPTER 5: REFERENCE TABLES 
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